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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

The  following  is  a  listing  of  recommendations  from  our  financial-compliance  audit 
of  the  Department  of  Revenue. 


Page 


Recommendation  #1 
The  department: 

A.  Deposit  coal  severance  tax  income  and 
earnings  into  the  coal  tax  permanent 
trust  fund  in  accordance  with  state  law. 

Agency  Response:   Concur.   See  page  25. 

B.  Return  the  coal  tax  investment  earnings 
to  the  coal  tax  permanent  trust  fund. 

Agency  Response:   Conditionally  Concur.   See  page  25. 


Recommendation  #2 

The  department  recover  indirect  costs  to  the 
fullest  extent  possible  in  accordance  with 
state  law. 

Agency  Response:   Concur.  See  page  25. 


Recommendation  #3 

The  department  refund  corporate  taxes  in 

accordance  with  state  law. 

Agency  Response:  Concur.  See  page  25. 


Recommendation  #4 
The  department: 

A.  Require  common  carriers  to  report  to 
the  department  all  shipments  of  cig- 
arettes and  beer  to  points  within  the 
state  in  accordance  with  state  law;  or 

Agency  Response:  Concur.  See  page  26. 

B.  Seek  legislation  to  repeal  state  law 
requiring  common  carrier  reports. 

Agency  Response:  Concur.  See  page  26. 


IV 


SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 
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Recommendation  #5 

The  department  revise  and  update  airline 
and  railroad  liquor  excise  tax  reporting  forms 
to  ensure  tax  computations  are  in  accordance 
with  state  law. 

Agency  Response:   Do  not  Concur.   See  page  26. 


Recommendation  #6 
The  department  apply  the  5  percent 
discount  for  sales  of  unbroken  case 
lots  to  the  retail  price  of  liquor 
sold  in  accordance  with  state  law. 

Agency  Response:   Do  not  Concur.  See  page  26. 


Recommendation  #7 

The  department  assess  oil  severance  tax, 

penalty,  and  interest  on  a  timely  basis  . 

Agency  Response:   Concur.   See  page  27. 


Recommendation  #8 
The  department: 

A.  Establish  procedures  to  ensure  account 

receivable  balances  are  properly  stated;  and  10 

Agency  Response:   Concur.   See  page  27. 

B.  Automate  accounts  receivable  processing.  10 
Agency  Response:   Concur.   See  page  27. 


Recommendation  #9 

The  department  revise  and  enforce  its 

procedures  for  monitoring  the  timeliness 

of  liquor  store  deposits.  1 1 

Agency  Response:   Concur.   See  page  28. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Department  of  Revenue 
for  the  two  fiscal  years  ended  June  30,  1988.   The  objectives  of  our  audit  were  to: 

1.  Determine  the  department's  compliance  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Make  recommendations  for  improvement  in  the  management  and 
internal  controls  of  the  department. 

3.  Determine  if  the  department's  financial  schedules  present  fairly  the 
results  of  its  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

4.  Determine  the  implementation  status  of  prior  audit  recommendations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
costs,  if  significant,  of  implementing  recommendations. 


DEPARTMENT  ORGANIZATION  AND  FUNCTIONS 

The  department  was  created  by  the  Executive  Reorganization  Act  of  1971. 
The  department's  primary  function  is  the  uniform  administration  of  state  tax  laws. 
The  department  had  approximately  887  full-time  equivalent  employees  in  fiscal  year 
1987-88.  The  department  currently  consists  of  the  Director's  Office,  and  eight 
divisions.  The  duties  and  functions  of  the  office  and  divisions  are  described  as 
follows: 

Director's  Office  advises  the  Governor  on  matters  affecting  the  department, 
recommends  changes  to  Montana  tax  laws  and  policies,  provides  policy 
direction  to  all  divisions  within  the  department,  and  is  responsible  for  the 
coordination  of  the  department's  biennial  budget.  The  Office  of  Legal 
Affairs  and  the  Office  of  Personnel  and  Training  are  part  of  the  Director's 
Office. 

Income  and  Miscellaneous  Tax  Division  administers  state  income  tax  law, 
including  employer  withholding,  and  over  a  dozen  other  taxes.  The  division's 
functions  include  audit,  compliance,  and  collection  and  is  responsible  for  the 
accommodations  and  dangerous  drug  taxes  enacted  by  the  50th  Legislature. 

Investigation  and  Enforcement  Division  is  responsible  for  the  enforcement 
of  child  support  obligations,  the  investigation  of  alcohol  beverage  control 
and  tobacco  tax  enforcement.  Through  contractual  agreements,  the  division 
provides  investigative  services  to  the  Department  of  Commerce  for  video 
poker  gaming  laws  and  to  the  Department  of  Social  and  Rehabilitation 
Services  for  welfare  fraud  investigation. 

Liquor  Division  administers  the  laws  governing  the  sale,  taxation,  and 
licensing  of  distilled  spirits,  wine,  and  beer.   It  also  supervises  the  operation 


of  the  liquor  enterprise  activities  consisting  of  a  liquor  warehouse,  state  liquor 
stores,  and  agency  liquor  stores. 

Motor  Fuels  Tax  Division  is  responsible  for  licensing  and  administering  taxes 
on  gasoline,  diesel  fuel,  gasohol,  and  aviation  fuel. 

Natural  Resource  and  Corporation  Tax  Division  administers  corporation  taxes 
and  taxes  applied  to  natural  resources.  Included  as  part  of  the  natural 
resources  bureau  is  the  processing  and  auditing  of  taxes  such  as  coal,  oil  and 
natural  gas  severance,  net  proceeds  tax  on  oil  and  gas,  and  resource  indemnity 
trust  tax. 

Property  Assessment  Division  is  responsible  for  valuing  all  taxable  property 
in  the  state.  The  program  is  charged  with  assuring  uniformity  among  the 
various  counties  and  with  determining  the  value  of  taxable  property  which 
crosses  county  lines. 

Centralized  Services  Division  provides  support  services  for  the  department 
including  central  mail  processing,  cashiering,  accounting,  payroll,  and  internal 
management  review.  This  division  also  administers  the  collection  of  bad  debts 
for  all  state  agencies. 

Data  Processing  Division  provides  data  processing  and  word  processing 
services  for  the  department.  The  division  also  administers  the  research 
program  which  compiles  information,  analyzes  data  using  statistical  methods, 
forecasts  revenues  from  tax  sources,  provides  responses  to  taxpayer  questions, 
and  publishes  major  department  reports. 


PRIOR  AUDIT  RECOMMENDATIONS 

The  financial-compliance  audit  report  of  the  Department  of  Revenue  for 
the  two  fiscal  years  ended  June  30,  1986  contained  fifteen  recommendations.  We 
determined  the  status  of  these  recommendations  with  the  following  results: 


Partially 

Not 

Implemented 

Implemented 

Implemented 

Total 

7 

4 

4 

15 

Three  of  the  recommendations  which  have  not  been  implemented  relate  to 
accounts  receivable  automation.  Proper  implementation  of  the  department's  new 
computer  system  should  help  address  these  issues.  The  other  recommendation  not 
implemented  relates  to  deposits  of  liquor  receipts.  These  issues  are  discussed  on 
pages  8  and  10,  respectively.  The  four  partially  implemented  prior  audit 
recommendations  have  been  discussed  with  department  management. 


STATE  COMPLIANCE 

We  reviewed  state  laws  and  regulations  pertaining  to  the  department.  The 
following  report  sections  discuss  compliance  issues  we  noted  during  the  audit. 

Coal  Tax  Investment  Earnings 

Section  17-5-704,  MCA  requires  income  and  earnings  from  all  coal  severance 
tax  funds  to  be  transferred  to  and  retained  in  the  coal  severance  tax  income  fund 
until  appropriated  by  the  legislature.  The  legislature  first  provided  that,  beginning 
in  fiscal  year  1983-84,  15  percent  of  the  income  and  earnings  from  the  coal  severance 
tax  funds  be  appropriated  and  deposited  in  the  coal  tax  permanent  fund.  In 
accordance  with  state  law,  the  department  did  deposit  15  percent  of  the  coal 
severance  tax  income  and  earnings  into  the  coal  tax  permanent  fund  in  fiscal  years 
1983-84,  1984-85  and  1985-86.  The  total  amount  of  these  deposits  into  the  coal  tax 
permanent  fund  was  $13,018,367.  In  fiscal  year  1986-87,  the  department  transferred 
from  the  coal  tax  permanent  fund  the  $13,018,367  and  deposited  these  earnings  into 
an  expendable  trust  fund.  In  addition,  the  50th  Legislature  changed  state  law  to 
appropriate  2  percent  of  the  fiscal  year  1987-88  income  and  earnings  to  the  coal  tax 
permanent  fund.  However,  in  fiscal  year  1987-88,  2  percent  of  the  coal  severance 
tax  investment  earnings  ($824,895)  that  was  required  to  be  deposited  in  the  coal  tax 
permanent  fund  was  transferred  from  the  permanent  fund  to  an  expendable  trust 
fund. 

The  department  made  the  transfers  under  the  direction  of  Governor's  Office 
personnel  who  believed  that  the  coal  tax  investment  earnings  were  not  part  of  the  coal 
tax  permanent  trust  fund  principal  and,  as  such,  should  be  accounted  for  in  a  separate 
fund  that  was  available  for  legislative  appropriation  by  a  simple  majority  vote.  We 
believe  these  investment  earnings  were  already  appropriated  by  the  legislature  for 
deposit  in  the  coal  tax  permanent  fund  through  the  provisions  of  section  17-5-704, 
MCA.  Once  these  earnings  were  deposited  in  the  coal  tax  permanent  fund,  the 
earnings  became  a  part  of  the  permanent  trust  fund  principal.  We  discussed  this  issue 
with  the  Department  of  Administration.  As  a  result  of  our  discussion,  the 
Department  of  Administration  requested  a  legal  opinion  from  the  Attorney  General. 
Forty-two  Opinion  of  the  Attorney  General,  Number  110,  held  that  "the  income 
deposited  in  the  permanent  fund,  by  virtue  of  its  becoming  a  part  of  the  principal, 
must  remain  inviolate  unless  appropriated  by  a  three-fourths  vote  of  the  legislature." 
As  a  result,  the  department's  transfer  from  the  coal  tax  permanent  fund  of 
$13,843,262  to  an  expendable  trust  fund  was  in  violation  of  state  law.     As  of 


January  1989,  the  state's  accounting  system  indicates  the  moneys  are  still  recorded  in 
the  Expendable  Trust  Fund. 

RECOMMENDATION  #1 

We  recommend  the  department: 

A.  Deposit   coal   severance   tax   income   and   earnings    into    the   coal 
tax  permanent  trust  fund  in  accordance  with  state  law. 

B.  Return  the  coal  tax  investment  earnings  to  the  coal  tax  permanent 
trust  fund. 


Administrative  Cost  Recovery 

Federal  regulations  allow  state  agencies  to  be  reimbursed  for  all  indirect  costs 
necessary  for  the  administration  of  federal  grants.  State  law  (section  17-3-111, 
MCA)  requires  state  agencies  to  recover  indirect  costs  of  federal  assistance  programs 
to  the  fullest  extent  possible.  Recovery  of  indirect  cost  reduces  the  amount  of  state 
money  required  to  support  federal  programs.  In  calculating  the  indirect  cost  recovery 
rate  for  fiscal  years  1986-87  and  1987-88,  the  department  did  not  include  the  cost 
of  an  audit  and  other  allowable  indirect  costs  (Child  Support  Program  -  CFDA 
#13.783  and  Royalty  Audit  Program  -  CFDA  #15.999).  Department  officials  were 
not  aware  that  the  costs  of  audits  and  other  indirect  costs  were  allowable  and  eligible 
for  reimbursement.  As  a  result,  an  additional  $26,080  of  state  money  was  spent  for 
program  administration  during  the  two  fiscal  years  of  the  audit  period.  The 
department  should  include  audit  costs  and  all  indirect  costs  necessary  for  the 
performance  of  a  federal  program  in  its  calculation  of  an  indirect  cost  recovery  rate. 

RECOMMENDATION  #2 

We  recommend  the  department  recover  indirect  costs  to  the  fullest  extent 

possible  in  accordance  with  state  law. 


Corporate  Tax  Refunds 

During  our  review  of  six  corporate  tax  returns,  we  noted  one  return  on  which 
a  corporate  taxpayer  error  resulted  in  a  $206  overpayment  by  the  taxpayer.  The 
department  detected  the  error  when  it  reviewed  the  return  but  did  not  seek  to  resolve 
the  error  with  or  issue  a  refund  to  the  corporate  taxpayer.  A  department  official 
stated  that  the  error  was  not  resolved  due  to  department  policy.    The  department's 


corporate  tax  division  policy  indicates  that  corporate  taxpayer  overpayments  are  not 
resolved  if  the  resulting  refund  to  the  corporate  taxpayer  would  be  less  than  $500. 
However,  the  department  will  refund  the  overpayment  if  the  corporation  detects  an 
error  and  files  an  amended  corporate  tax  return. 

The  department's  policy  of  not  initiating  refunds  of  less  than  $500  for 
overpayments  from  corporate  taxpayers  does  not  comply  with  state  law.  Section  15- 
31-531,  MCA,  requires  that  when  the  amount  of  corporate  tax,  penalty  or  interest 
due  for  any  year  is  less  than  the  amount  paid,  the  amount  of  the  overpayment  is  to 
be  credited  against  any  tax,  penalty,  or  interest  then  due  from  the  taxpayer  and  the 
balance  refunded  to  the  taxpayer.  The  department  should  revise  its  corporate  tax 
refund  policy  to  comply  with  state  law. 

Recommendation  #3 

We  recommend  the  department  refund  corporate  taxes  in  accordance  with 

state  law. 


Cigarette  and  Beer  Shipments 

The  department  is  responsible  for  the  collection  of  taxes  on  the  sale  of 
cigarettes  and  beer  in  the  state.  Cigarette  manufacturers,  wholesalers,  and  retailers 
are  currently  required  by  section  16-11-111,  MCA,  to  report  to  the  department  sales 
or  shipments  of  cigarettes  and  to  remit  to  the  department  cigarette  taxes  through  the 
purchase  of  cigarette  tax  decals.  Brewers  and  beer  wholesalers  are  required  by 
sections  16-1-406  and  16-3-231,  MCA,  to  report  to  the  department  sales  and 
shipments  of  beer  and  to  remit  to  the  department  applicable  beer  taxes. 

The  department  does  not  obtain  shipping  reports  from  common  carriers 
transporting  cigarettes  or  beer  to  points  within  the  state  as  required  by  sections  16- 
3-235  and  16-11-104,  MCA.  Department  officials  stated  that  the  common  carrier 
reporting  requirements  are  not  enforced  since  the  shipping  reports  received  from 
cigarette  manufacturers,  wholesalers,  and  retailers  and  from  brewers  and  beer 
wholesalers  are  considered  adequate.  However,  the  department  could  cross-reference 
common  carrier  reports  with  the  reports  it  currently  receives  to  help  ensure  the 
accuracy  and  completeness  of  the  tax  returns.  If  the  department  believes  the  common 
carrier  reports  are  unnecessary,  it  should  seek  legislation  to  repeal  state  law. 


RECOMMENDATION  #4 

We  recommend  the  department: 

A.  Require  common  carriers  to  report  to  the  department  all  shipments 
of  cigarettes  and  beer  to  points  within  the  state  in  accordance  with 
state  law;  or 

B.  Seek  legislation  to  repeal  state  law  requiring  common  carrier  reports. 

Airline  and  Railroad  Liquor  Excise  Tax 

Sections  16- 1  -402  and  403,  MCA,  require  every  airline  and  railroad  operating 
in  the  state  to  pay  excise  taxes  and  the  state  markup  on  liquor  purchased  outside  the 
state  for  consumption  within  the  state.  The  department  collected  $12,824  and 
$13,641  in  fiscal  years  1986-87  and  1987-88,  respectively,  from  the  sources.  The 
department  is  responsible  for  prescribing  reporting  forms  for  the  carriers  to  use  to 
ensure  that  amounts  collected  are  based  on  current  excise  tax  and  markup  rates 
according  to  the  calculation  method  required  by  state  law.  During  our  audit,  we 
noted  that  a  passenger  railroad  carrier  is  not  reporting  its  excise  tax  calculation  on  a 
form  prescribed  by  the  department.  As  a  result,  the  department  cannot  ensure  that 
it  is  collecting  the  proper  tax  amount  from  the  carrier  since  the  information  provided 
by  the  carrier  is  incomplete. 

In  addition,  we  noted  that  the  excise  tax  and  markup  rates  on  airline  reporting 
forms  have  not  been  updated  for  over  ten  years.  The  department's  airline  reporting 
form  still  uses  an  excise  tax  and  markup  factor  of  $13.80  per  gallon.  Department 
personnel  determined  that  the  excise  tax  and  markup  factor  should  be  $21.08  per 
gallon.  If  the  department  had  used  the  updated  excise  tax  and  markup  factor,  we 
determined  that  the  department  could  have  collected  an  additional  $1,331  in  excise 
taxes  in  fiscal  year  1987-88.  To  ensure  that  tax  amounts  are  correctly  computed  and 
reflect  current  tax  rates,  the  department  should  prescribe  new  reporting  forms  for 
airlines  and  railroads. 

RECOMMENDATION  #5 

We  recommend  the  department  revise  and  update  airline  and  railroad  liquor 
excise  tax  reporting  forms  to  ensure  tax  computations  are  in  accordance  with 
state  law. 


Discounts  On  Liquor  Sales 

Section  16-2-201,  MCA,  requires  the  department's  Liquor  Division  to  give 
a  5  percent  discount  on  the  retail  price  of  liquor  sold  in  unbroken  case  lots.  The 
department  applies  the  discount  to  the  "posted  price"  of  the  liquor.  Section  16-1- 
106(14),  MCA,  defines  "posted  price"  as  "the  retail  price  of  liquor  and  table  wine  as 
fixed  and  determined  by  the  department  and  in  addition  thereto  an  excise  and  license 
tax.  .  .  ."  According  to  this  definition,  the  retail  price  does  not  include  the  excise  and 
license  tax.  The  excise  tax  and  the  license  tax  is  a  percentage  of  the  retail  selling 
price  as  described  in  sections  16-1-401  and  16-1-404,  MCA,  respectively.  By  giving 
the  discount  on  the  "posted  price"  of  liquor,  the  department  is  also  allowing  part  of 
the  discount  to  be  applied  against  the  taxes.  We  determined  the  department  did  not 
collect  liquor  excise  and  license  taxes  amounting  to  $78,239  and  $48,900,  respectively, 
in  fiscal  year  1986-87  and  $70,147  and  $43,842,  respectively,  in  fiscal  year  1987-88. 
As  a  result,  the  amount  of  excise  taxes  for  the  two  fiscal  years  not  credited  to  the 
General  Fund  amounts  to  $148,386  and  the  license  tax  not  credited  to  the  Special 
Revenue  Fund  amounts  to  $92,742.  Since  the  taxes  are  added  to  the  retail  selling 
price  of  the  liquor,  the  department  should  only  apply  the  5  percent  discount  to  the 
retail  price  of  the  cases. 

Department  officials  believe  their  practice  of  allowing  discounts  on  the  posted 
price  paid  by  the  customer  is  consistent  with  legislative  intent  when  the  case  lot 
discount  statute  was  enacted.  However,  since  the  definition  of  "posted  price"  was  set 
forth  by  statute  in  1937,  we  believe  the  legislature  knew  the  distinction  between 
posted  price  and  retail  price  when  the  case  lot  discount  was  enacted. 

Recommendation  #6 

We  recommend  the  department  apply  the  5  percent  discount  for  sales  of 

unbroken  case  lots  to  the  retail  price  of  liquor  sold  in  accordance  with  state 

law. 


OIL  SEVERANCE  TAXES 

Sections  15-36-101  and  102,  MCA,  require  persons  or  businesses  engaged  in 
oil  production  to  pay  the  state  a  severance  tax  on  the  value  of  all  oil  produced.  The 
severance  tax  is  to  be  paid  in  quarterly  installments  for  the  quarterly  periods  ending 
March  31,  June  30,  September  30,  and  December  31  of  each  year.  The  amount  of  tax 
for  each  quarterly  period  is  required  to  be  paid  to  the  department  within  60  days 
after  the  end  of  each  quarterly  period.    If  the  tax  is  not  paid  on  or  before  the  due 


date,  sections  15-36-105  and  107,  MCA,  require  the  department  to  assess  both  a 
penalty  of  10  percent  of  the  amount  of  the  tax  and  interest  at  the  rate  of  1  percent 
per  month  or  fraction  thereof.  Interest  is  calculated  on  the  total  amount  of  severance 
tax  and  penalty  from  the  due  date  until  paid.  Oil  severance  tax,  penalty  and  interest 
receipts  are  deposited  in  the  General  Fund. 

During  our  audit,  we  noted  that  the  department  is  not  assessing  oil  severance 
tax  and  related  penalty  and  interest  in  a  timely  manner.  Persons  or  businesses  that 
did  not  file  oil  severance  tax  returns  for  the  four  quarterly  periods  ending  June  30, 
1987  through  March  31,  1988  were  not  sent  delinquent  notices  by  the  department 
until  July  25,  1988.  In  addition,  the  department  has  not  assessed  penalty  and  interest 
for  all  persons  or  businesses  that  filed  late  tax  returns  for  the  same  four  quarterly 
periods.  As  of  September  2,  1988,  the  department  had  assessed  penalty  and  interest 
for  less  than  25  percent  of  the  late  tax  returns.  A  department  official  stated  that  time 
spent  related  to  the  implementation  of  a  new  computer  system  caused  department 
employees  to  fall  behind  in  the  preparation  of  tax  delinquency  and  assessment  notices. 
We  did  not  determine  the  total  amount  of  uncollected  tax.  However,  we  estimate  the 
amount  of  penalty  and  interest  to  be  in  excess  of  $100,000.  Notices  of  delinquency 
and  of  penalty  and  interest  assessments  should  be  sent  to  oil  severance  taxpayers  on 
a  timely  basis  to  ensure  prompt  collection  of  all  moneys  due  the  state. 

RECOMMENDATION  #7 

We  recommend  the  department  assess  oil  severance  tax  and  related  penalty 

and  interest  on  a  timely  basis. 


ACCOUNTS  RECEIVABLE 

The  department  maintains  either  a  manual  or  automated  accounts  receivable 
system  as  a  detail  ledger  of  individual  accounts  receivable  for  each  tax  type.  An 
automated  accounts  receivable  system  is  used  for  income  and  withholding  tax.  Other 
tax  types,  such  as  motor  fuels,  inheritance  tax  and  oil  severance  tax,  are  processed  on 
manual  systems.  At  June  30,  1988  the  department  recorded  $14,914,313;  $5,542,443; 
$845,734;  $6,605,653;  and  $631,206  for  income,  withholding,  motor  fuels, 
inheritance,  and  oil  severance  account  receivable,  respectively.  Automated  systems 
post  receivable  transactions,  generate  statements  of  account  balances,  compute  interest 
on  receivables  when  statements  are  generated,  and  age  receivables  according  to  the 
length  of  time  outstanding.  Manually  posting  receivable  transactions  and  reconciling 
receivable  balances  is  a  cumbersome  and  time-consuming  process. 


During  our  testing  of  accounts  receivable,  we  noted  the  following  problems: 

1)  The  department  is  not  accruing  interest  on  past  due  inheritance  tax 
accounts  receivable  in  accordance  with  state  policy.  State  policy 
(MOM  2- 1 100.3)  requires  the  recognition  of  revenue  in  the  accounting 
period  in  which  it  becomes  susceptible  to  accrual.  As  a  result  of  the 
department  not  accruing  interest  on  past  due  accounts.  General  Fund 
revenue  was  understated  by  $143,685  and  $141,035  in  fiscal  years 
1986-87  and  1987-88,  respectively.  Also,  General  Fund  interest 
receivable  was  understated  by  $718,424  and  $756,656  in  fiscal  years 
1986-87  and  1987-88,  respectively.  A  department  official  stated  that 
interest  is  not  accrued  since  adequate  staff  time  is  not  available  to 
compute  the  amounts  manually. 

2)  The  department  did  not  update  its  inheritance  tax  and  income  tax 
accounts  receivable  at  fiscal  year-end  1987-88  to  properly  adjust 
account  receivable  balances  for  payments  received  and  errors  detected 
at  the  end  of  June  1988.  State  policy  (Management  Memo  2-88-7) 
requires  the  liquidation  of  receivables  as  cash  is  collected  and  requires 
management  to  make  adjustments,  as  necessary,  to  ensure  that  year- 
end  accounting  records  and  reports  are  properly  stated.  Since  the 
department  did  not  update  its  accounts  receivable  subsystems,  General 
Fund,  Special  Revenue  Fund,  and  Debt  Service  Fund  revenue  was 
overstated  by  $28,781,  $6,275,  and  $2,761,  respectively,  and  accounts 
receivable  balances  were  overstated  by  $154,404,  $33,664,  and 
$14,812,  respectively,  in  fiscal  year  1987-88. 

3)  The  department  improperly  distributed  withholding  tax  accounts 
receivable  at  fiscal  year-end  1987-88.  Section  15-1-501,  MCA, 
currently  requires  income  tax  revenue  to  be  distributed  58.2  percent 
to  the  General  Fund,  10  percent  to  the  Debt  Service  Fund,  and 
31.8  percent  to  the  Special  Revenue  Fund  for  tax  years  beginning 
January  1,  1987  or  after.  The  distribution  percentages  for  tax  years 
prior  to  January  1,  1987  were  64  percent  to  the  General  Fund, 
1 1  percent  to  the  Debt  Service  Fund,  and  25  percent  to  the  Special 
Revenue  Fund.  At  fiscal  year-end  1987-88,  nearly  all  withholding 
tax  accounts  receivable  were  related  to  tax  years  prior  to  January  1, 
1987  and  should  have  been  distributed  to  the  proper  funds  according 
to  the  pre  1987  distribution  percentages.  The  department's 
distribution  of  withholding  tax  accounts  receivable  using  the  rates  for 
tax  years  beginning  January  1,  1987  or  after  was  not  in  compliance 
with  state  law.  The  department  should  develop  procedures  to  identify 
income  and  withholding  tax  accounts  receivable  by  the  tax  years  to 
which  they  relate.  A  change  in  the  automated  accounts  receivable 
system  could  track  accounts  receivable  by  tax  year  and  calculate  the 
appropriate  fund  distributions. 

4)  We  tested  30  income  tax  accounts  receivable  balances  that  were  on  the 
department's  records  at  June  30,  1988.  One  account  balance 
represented  an  improper  tax  assessment  made  by  the  department  which 
should  have  been  removed  from  the  department's  accounting  records. 


Department  officials  indicated  that  a  time  lag  of  approximately  five  days 
exists  between  the  date  a  payment  is  received  and  the  date  the  payment  is  posted  to 
the  account  receivable  subsystem.  We  noted  that  the  department  uses  June  30  account 
receivable  subsystem  listings  for  recording  fiscal  year-end  balances  on  the  state's 
accounting  records.  However,  due  to  the  time  lag  that  exists  in  posting  accounts 
receivable  transactions,  the  June  30  listings  do  not  include  all  fiscal  year  activity 
through  June  30.  Since  state  policy  allows  state  agencies  to  record  fiscal  year  activity 
for  up  to  three  weeks  after  June  30,  the  department  should  consider  using  a  later 
accounts  receivable  system  listing  to  represent  actual  June  30  balances.  Accounts 
receivable  transactions  need  to  be  properly  recorded  to  improve  management 
information  and  enhance  the  department's  collection  efforts. 

Our  two  previous  audit  reports  have  discussed  problems  related  to  untimely 
and  improper  updating  of  receivable  records  and  improperly  computed  receivable 
balances.  Our  previous  audit  report  recommended  that  the  department  automate  its 
accounts  receivable  processing  for  motor  fuels  and  inheritance  tax.  Department 
officials  indicated  that  a  new  automated  system  for  all  accounts  receivable  records 
would  be  completely  operational  by  June  30,  1987.  Department  personnel  now 
estimate  that  a  department-wide  accounts  receivable  system  will  be  operational  by 
January  1989.  Proper  implementation  of  this  system  should  help  address  these  issues. 

RECOMMENDATION  #8 

We  recommend  the  department: 

A.  Establish    procedures   to   ensure   account   receivable   balances   are 
properly  stated;  and 

B.  Automate  accounts  receivable  processing. 


DEPOSITS  OF  LIQUOR  RECEIPTS 

While  observing  liquor  inventory  counts  on  June  30,  1988,  we  reviewed  the 
timeliness  of  daily  deposits  of  liquor  store  receipts.  We  visited  ten  state  operated 
stores  and  five  agency  operated  stores.  We  found  that  two  of  the  agency  stores  were 
not  making  timely  deposits  of  daily  liquor  receipts.  One  agency  store  was  late  in 
making  nine  of  ten  day's  deposits  selected  in  our  sample.  The  other  agency  store 
made  late  deposits  on  three  out  of  ten  occasions.  We  also  noted  a  state  operated 
store's  deposit  that  was  four  days  late.  In  addition  to  visiting  liquor  stores,  our  audit 
testing  included  a  random  sample  of  twenty  liquor  receipt  deposits  made  by  various 
liquor  stores.  We  noted  two  agency  stores  with  late  deposits.  One  store  made  several 
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deposits  that  were  at  least  two  banking  days  late.  The  other  store  was  consistently 
late  in  making  its  deposits.  For  example,  the  store's  sales  receipts  for  March  15,  16, 
and  17  were  deposited  on  March  28,  1988.  The  same  store's  sales  receipts  for 
March  18  and  19  were  deposited  on  March  29,  1988.  Timely  deposits  of  liquor 
receipts  was  also  an  issue  addressed  in  our  previous  audit  report. 

Department  policy  for  both  state  and  agency  stores  requires  daily  deposits  of 
sales  receipts.  However,  the  department  does  not  directly  monitor  the  timeliness  of 
liquor  store  deposits.  Instead,  the  department  monitors  the  timeliness  of  sales 
reporting  which  does  not  necessarily  correspond  to  the  dates  on  which  deposits  are 
made.  As  a  result,  the  department's  procedures  do  not  identify  all  late  liquor  store 
deposits.  For  the  liquor  stores  that  are  identified  as  making  late  deposits,  department 
personnel  may  not  take  corrective  action  if  the  store  deposits  late  but  on  a  regular 
basis  or  if  the  store  is  located  in  a  small  town  with  its  bank  located  in  another  town. 
A  department  official  does  not  believe  it  is  practical  to  require  store  agents  to  make 
daily  deposits  when  the  deposit  must  be  made  at  a  bank  in  another  town. 

Daily  deposits  of  sales  receipts  can  be  an  effective  method  for  minimizing  the 
amount  of  cash  susceptible  to  theft.  However,  the  policy  can  only  be  effective  if  it 
is  complied  with.  The  department  should  revise  its  procedures  for  monitoring  the 
timeliness  of  daily  deposits  of  liquor  receipts  and  take  corrective  action  on  all 
instances  of  late  deposits.  In  addition,  the  department  should  consider  revising  its 
policy  for  liquor  store  agents  in  small  towns  if  the  department  does  not  believe  it  is 
practical  to  require  daily  deposits  of  sales  receipts. 

Recommendation  #9 

We    recommend    the   department    revise   and    enforce    its    procedures    for 

monitoring  the  timeliness  of  liquor  store  deposits. 
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AUDITOR'S  OPINION  LETTER 
AND  AGENCY  FINANCIAL  SCHEDUI.ES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustments  for  errors  noted  during  the  audit.  The 
auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader  of  the 
financial  schedules  the  degree  of  reliance  which  can  be  placed  on  the  amounts 
presented. 

The  qualified  opinion  on  the  Schedule  of  Changes  in  Fund  Balances  for  the 
two  fiscal  years  ended  June  30,  1988,  and  the  Schedules  of  Budgeted  Revenue  and 
Transfers  In  -  Estimated  and  Actual  for  each  of  the  two  fiscal  years  ending  June  30, 
1987  and  1988  means  the  reader  of  the  financial  schedules  should  be  cautious  when 
using  this  financial  information.  These  schedules  are  misstated  since  the  department 
improperly  distributed  revenue  and  accrued  investment  earnings  and  improperly 
transferred  investment  earnings  from  the  coal  tax  permanent  fund  to  an  expendable 
trust  fund  (paragraphs  four  through  seven  of  the  opinion  letter). 

The  unqualified  opinion  on  the  Schedules  of  Budgeted  Program  Expenditures 
and  Transfers  Out  by  Object  and  Fund  -  Budget  and  Actual  for  each  of  the  two 
fiscal  years  ending  June  30,  1987  and  1988  means  the  reader  of  the  financial 
schedules  may  rely  on  the  fairness  of  the  information  presented. 

Readers  of  the  financial  schedules  should  be  aware  of  the  department's  change 
in  accounting  policies  discussed  in  Note  IC. 
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INDEPENDENT  AUDIT  REPORT 


We  have  audited  the  accompanying  financial  schedules  of  the  Montana  Department  of 
Revenue  for  each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988  as  shown  on  pages  15 
through  23.  The  information  contained  in  these  schedules  is  the  responsibility  of  the  department's 
management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as 
well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a 
reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's  financial  schedules  are 
prepared  in  accordance  with  state  accounting  policy  and  are  not  intended  to  be  a  presentation  in 
conformity  with  generally  accepted  accounting  principles. 

The  1987  legislature  changed  the  income  tax  distribution  percentages  for  tax  years  beginning 
on  or  after  January  I,  1987  (section  15-1-501,  MCA).  The  department  did  not  change  its  income 
tax  distribution  percentages  for  receipts  related  to  the  1987  tax  year  until  fiscal  year  1987-88.  By 
using  the  prior  distribution  percentages,  the  department  caused  budgeted  revenue  to  be  overstated 
in  the  General  and  Debt  Service  Funds  and  understated  in  the  Special  Revenue  Fund  by  $3,1 1  3,800; 
$536,862;  and  $3,650,662,  respectively. 

State  law  requires  the  department  to  distribute  all  investment  income  earned  on  Resource 
Indemnity  and  Coal  Severance  taxes.  During  fiscal  year  1985-86,  the  department  did  not  distribute 
the  investment  income  accrual  and  related  receivables.  As  a  result,  the  following  over(under) 
statements  in  fiscal  year  1986-87  occurred: 
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Expendable    General 
Trust  Fund     Fund 

Special 
Revenue 
Fund 

Non- 
Expendable 
Trust  Fund 

$(6,084,886) 

$8,909,822 

$(1,751,133) 

$(1,073,80 

(8,622,661)   5,930,962 

1,645,058 

1,046,64 

Support    from 

State   of  Montana 
Fund  Balance 

July   1.    1986 
Direct   Entry   to 

Fund  Balance 

Budgeted  Transfer-In  153,924  106,075  27,163 

Budgeted  Transfer-Out  287,161 

The  department  improperly  transferred  investment  earnings  from  the  coal  tax  permanent  fund 
to  an  expendable  trust  fund  in  fiscal  year  1986-87.  The  transfer  and  related  accounting  errors  caused 
Direct  Entries  to  Fund  Balance  to  be  overstated  in  the  Expendable  Trust  Fund  and  understated  in 
the  Nonexpendable  Trust  Fund  by  $14,081,912  and  Budgeted  Transfers  In  to  be  understated  in  the 
Expendable  Trust  Fund  by  $1,046,640  in  fiscal  year  1986-87.  The  transfer  also  caused  the  Ending 
Fund  Balance  to  be  overstated  in  the  Expendable  Trust  Fund  and  understated  in  the  Nonexpendable 
Trust  Fund  by  $14,081,912  in  fiscal  year  1987-88. 

Investment  earnings  were  improperly  transferred  from  the  coal  tax  permanent  fund  to  an 
expendable  trust  fund  in  fiscal  year  1987-88.  The  transfer  caused  budgeted  transfers  out  of  the 
Nonexpendable  Trust  Fund  and  budgeted  transfers  in  to  the  Expendable  Trust  Fund  to  be  overstated 
by  $824,895  in  fiscal  year  1987-88. 

In  our  opinion,  except  for  the  effects  of  matters  discussed  in  paragraphs  four  through  seven, 
the  Schedule  of  Changes  in  Fund  Balances  for  the  two  fiscal  years  ended  June  30,  1988,  and  the 
Schedules  of  Budgeted  Revenue  and  Transfers  In  -  Estimated  and  Actual  present  fairly,  in  all 
material  respects,  the  results  of  operations  of  the  Department  of  Revenue  for  each  of  the  two  fiscal 
years  ending  June  30,  1987  and  1988,  in  conformity  with  the  basis  of  accounting  described  in  Note 
1. 

In  our  opinion,  the  Schedules  of  Budgeted  Program  Expenditures  and  Transfers  Out  by 
Object  and  Fund  -  Budget  and  Actual  present  fairly,  in  all  material  respects,  the  results  of  operations 
of  the  Department  of  Revenue  for  each  of  the  two  fiscal  years  ending  June  30,  1987  and  1988,  in 
conformity  with  the  basis  of  accounting  described  on  Note  1. 

espectfully  submitted, 

Imes  Gillett,  CFA 
Deputy  Legislative  Auditor 


September  16,  1988 
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Fund  Balance: 

ADDITIONS: 

Fiscal  Year  1 
Budgeted  Re 
Nonbudgetec 
Direct  Entr 
Prior  Year 
Prior  Year 

Fiscal  Year  1 
SLX3geted  Re 
NoPDudgete: 
Cash  Transi 
Prior  Year 
Prior  Year 
Total  Addi; 

REDUCTIONS: 

Fiscal  Year  1 
Budgetea  E> 
Prior  Year 
Prior  Year 
Prior  Year 
Support  to 
Cash  Transi 
Direct  Entr 
Nonbudgetec 

iscal  Year  l 


Budge 

ted  Ex 

Prior 

Year 

Suppo 

rt  to 

Cash 

Transf 

Prior 

Year 

Prior 

Year 

Direct  Entr 
Nonbudgeted 
Total  Reduc 

Fund  Balance: 

1  See  footnot 

See  footnot 


This  schedule 
schedules  on 


DEPARTMENT  OF  REVEWUE 
SCHEDULE  OF  CHAMGES  IN  FUMD  BALANCES 
FOR  THE  rUO  FISCAL  YEARS  ENDED  JUNE  30.  19 


Fund  Balance:  July  1,  1986 


General  Fund 


Special 

Revenue  Fund 

%     3.77S,i39 


Debt 
Service  Fund 


1 3^783 


Capital 
Projects 

Fund 

$ 61,553 


Enterprise 

Fund 

S  7,855.811 


Expendable 
Trust  Fund 


i   6,909,822 


Nonexpendable 
Trust  Fund 

£337,496,315 


ADDITIONS: 


Fiscal  Year  1986-87 

Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Direct  Entries  to  Fund  Balance 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 


Fiscal  Year  1937-88 

Sixlgeted  Revenue  and  Transfers  In 
Nonbudgeted  Revenue  and  Transfers  In 
Cash  Transfers  In 

Prior  Year  Expenditure  Adjustments 
Prior  Year  Revenue  Adjustments 
Total  Additions 

REDUCTIONS: 


248,096,449 
(1,837,231) 
5,930,962 


269,137,172 
1,101,646 


74,518 


522^503,516 


208,371,159 
(288,011) 


8,577 


257,319,434 
(549,512) 


3,939,375 

469,301 ,022 


74,354,719 
(235,630) 


81,804,796 
259,071 


155.1£2.956 


2,429,137 
(20,457) 


2,266,307 
17,554 


4, 6;;. 541 


45,280,529 
7,928 
1,134 

10 


42,954,192 
(12,147) 


83.231 .676 


(1,046,640) 

45,442,062^ 

5,442,347 

112,704 


824,895 


50.775.363 


4,682,963 
26,758,517 


47,415,330 

23,512,975 

193,340 


107.564,130 


Fiscal  Year  1986-37 
Budgeted  Expenditures  &  Transfers  Out       17,512,542 
Prior  Year  Expenditures  (42,000) 

Prior  Year  Expenditure  Adjustments  10,039 

Prior  Year  Revenue  Adjustments  1,250,564 

Support  to  State  of  Montana  233,459,035 

Cash  Transfer  Out 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 


17,358,411 


193,828 


190,026,243 
17.714 


45,468,463 
27,400,352 


2,427,615 


47,137,269 
9,440 

(801,991) 


45,560,014 


1,325,386 
13,018,367 


Fiscal  Year  1987-88 
Budgeted  Exoenditures-S  Transfers  Out 
Prior  Year  Revenue  Adjustments 
Support  to  State  of  Montana 
Cash  Transfer  Out 

Prior  Year  Expenditure  Adjustments 
Prior  Year  Transfer  Out  Adjustments 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Total  Reductions 

Fund  Balance:  June  30,  1988 


17,085,891 

1,853,406 

251,374,039 


522.503,516 


11,897,222 

247,820,496 
35,748 
(78,766) 
1,984,397 

469,255,293 

t  3.824,213 


538,743 
49,039,545 


30,364,844 
152,812,447 

S     4,184,297 


2,266,311 

4 .  693  .  926* 
$       60.173 


42,965,726 
1,959 


32,569 


(112,384) 
89,232.583 


248,103 

45.308,117" 
$13,877.073 


41,935,540 
6,376 


56,335,670 
$383.724.775 


1  See  footnote  #8. 
See  footnote  «1C 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
schedules  on  pages  20  through  23. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IN  -  ESTIMATED  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Co( Lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 

Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
CoL lections  Over 
(Under)  Estimate 

CAPITAL  PROJECTS  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

ENTERPRISE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


Licenses 
and 
Permits 


Charges 

For 
Services 


Fines  & 
Forfei  ts 


Sale  of 

Documents  & 
Merchandise 


Other 

Financing 
Sources 


SI, 716, 900    $209, U8, 200    S   11,000    S  66,000    S 
1.835.9U     22^.316.654       29.501      48.625 


;  119 

,014 

$_ 

s; 

15,168,434 

%       18 

,501 

■   11, 

23 

,800 
,525 

;30,461,950 
!43,792.543 

$1,567, 
1,284, 

,000 
,571 

;   11 

,725 

s 

13,330,593 

$  t232 

.429) 

69,859,000 
81,804,796 

$_ 

s 

11.945,796 

2,180,000 
2,266,307 

$ 

86,307 

9,181,000 
8,699,626 

$ 

(481,374) 

$36,189,500 
34,254.566 


$(1,934,934) 


$11,857,400 
11.255,299 


3,000    $42,404,500    $  220,000 
1.712     42.255.406      649.380 


$   18,501    $(17,375)   $    (1,288)   $  (149.094)   $  429,380 


$1,437,552 
1,355,808 


S  (603.101)   $  (81 


Grants, 

Contracts,   Investment 

Donations    Earnings 


$100,300 
107.688 


$  7,353 


$253,569,600 
269.137.172 


$  15,567,572 


$245,436,002 
257.819,434 


$  12,3E3  432 


$  69,859,000 
31,804,796 


$  11  ,045,  •^96 


$  2,180,000 
2,266,307 


36.307 


$  45,370,500 
42.954.192 

S  (2.416,308) 


EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$   679,000 
824,895 

$   145,895 


$    679,000 
824,895 

$    145.395 


NONEXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  4,080,000 

4,990,403 


910,403 


$371,100    $       9 

709,003     41,716.419 


$  4,451,109 

47,415,330 


$337^908    $41,716,410    S  42,964,721 


See  footnote  #1C. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  20  through  23. 
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DEPARTMENT  OF  REVENUE 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

CAPITAL  PROJECTS  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

ENTERPRISE  FUNDS 
Estimaied  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

NONEXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


SCHEDULE  OF 

BUDGETED  REVENUE  AND  TRANSFERS  IN  -  ESTIMATED  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1987 

Licenses 

Charges 

Sale  of 

Other 

Grants, 

and 

For 

Fines 

;  & 

Documents  & 

F  i  nanc  i  ng 

Contracts, 

Permits 

Ta)(es 
$205,873,800 

Services 
S  21,900 

Forfei  ts 
S45,000 

Merchandise 
$     5,200 

Sources 

Federal 
$  220,000 

Donations 

Total 

S2, 984, 800 

S46,777,300 

$255,928,000 

3.120,268 

196,401,178 

6 

,869 

66, 

810 

2,983 

48.173,255 

- 

325, 

,086 

248.096.449 

S  135,468 

S  (9,472,622) 
S189, 175,438 

$  (15 
$  547, 

,031) 
,700 

$21j 

810 

$    (2,217) 

t   1,395,955 

$_ 
$1 

105, 

,086 

$102 

,300 

$  (7.831,551) 

S2, 516, 000 

$13,980,400 

,536, 

,867 

$207,858,705 

2,975.393 

190.553.168 

264 

,395 

13.175,662 

1 

,284 

,119 

118 

,422 

208,371.159 

$  459,393 

$_ 

$ 

1,377,730 

S(283 

,305) 

$  (804.738) 

$_ 

1252^ 

,748) 

$  16 

,122 

$    512,454 

75,170,000 

$  75,170,000 

74.354.719 

74,354,719 

S_ 

(815.281) 

$   (815,231) 

$ 

2,444,000 
2,429,137 

$  2,444,000 
2,429,137 

$_ 

s 

(14,863) 
9,381,000 

$36,933,500 

$    (14.863) 

i   46,319,500 

9,153,187 

36,127.342 

45,280,529 

s_ 

(227,813) 

$  (811,158) 

$  6,371,000 

$  (1.C3B.971) 

$  6,371,000 

(1,046.640) 

(1.046.640) 

S(7,417j640) 

$  (7.417,640) 

s 

7,163,000 

$475, 

000 

S     7,633,000 

% 

4,214.188 

468, 
$  (6, 

780 
220) 

4,682,968 

(2,948,812) 

$  (2,955.032) 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages 
20  through  23. 


DEPARTMENT  OF  REVE^JUE 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRAfJSFERS  OUT  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 


FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  19 


Centralized     Data 
Directors   Services    Processing 
Office     Division     Division 


Investigation 

and        Liquor  Corporation   Property 

Enforcement    Division   Income  Tax      Tax      Valuation 


Motor 
Fuel 

Tax 


PERSONAL  SERVICES 

Salaries 

$397,188 

$ 

572,749 

$ 

998,871 

$1 

,363,587 

$  1 

,987,580 

$1 

,681,532 

$ 

784,118 

$  6 

,355,570 

$382,969 

$ 

14,524,164 

Hourly  Wages 

305,837 

13,644 

11,077 

330,558 

Other  Compensation 

4,712 

4,712 

Employee  Benefits 

81.353 

120.534 

220.398 

302.511 

618.751 

376,672 

165,209 

1 

.505,220 

90.503 

3,481,151 

Total 

i78.541 

— 

603,283 

i 

.219,269 

I 

.666.098 

J_ 

,916,830 

2. 

,071  ,848 

- 

949,327 

_7 

,871.867 

473,^2 

18.340.585 

OPERATING  EXPENSES 

Contracted  Services 

76,406 

56,507 

102,395 

210,572 

1 

,388,596 

596,546 

109,375 

1 

,132,666 

79,280 

3,752,343 

Supplies  &  Materials 

20,821 

21,073 

15,873 

54,874 

67,545 

57,970 

22,878 

229,592 

7,183 

497,809 

Cortimjnications 

14,371 

18,665 

12,207 

123,153 

126,986 

225,849 

33,799 

336,457 

38,340 

929,827 

Travel 

14,913 

703 

887 

29,588 

15,463 

32,875 

119,594 

153,923 

17,561 

385,507 

Rent 

15,434 

20,635 

27,473 

81,323 

658,711 

74,182 

22,765 

78,956 

12,248 

991,727 

Utilities 

111,121 

2,326 

457 

113,904 

Repair  &  Maintenance 

2,563 

6,393 

42,206 

17,683 

41,817 

18,178 

4,425 

70,637 

4,290 

208,192 

Other  Expenses 

5,624 

376 

2,242 

10,645 

13,170 

11,573 

5,199 

37,404 

1,996 

88,229 

Goods  Purchased  For  Re 

sale 

: 

24 

2* 

,533,561 

,956,970 

1 

- 

24.533,561 

Total 

150,132 



124,352 

223, 2H3 

527,833 

.  0 1 9 , 499 

313, C35 

_2, 

, O-C , 092 

160.898 

31,501.099 

EQUIPMENT  AND  INTANGIBLE 

ASSETS 

Equipment 

16,246 

37,078 

56,829 

16.431 

21,573 

48,447 

378,037 

67,108 

641,749 

Total 

16,246 

— 

37,078 

56,829 

— 

16,431 

- 

21.573 

- 

46,447 

378,037 

67,108 

641,749 

LOCAL  ASSISTANCE 

1,904^ 

From  State  Sources 

2 

,337,830 

3 

,978,036 

6,317,770 

From  Feaeral  Sources 

21,601 
23,505 

J 

21,601 

Total 

_2. 

,337,830 

,978,036 

6,339.371 

BENEFITS  S  CLAIMS 

From  State  Sources 

5,368 

5.368 

Total 

5,368 

5,368 

TRANSFERS 

Accounting  Entity  Transfers 

44 

,760,632^ 

12 

,337,523 

8,052 

57.106.207 

Total 

44_ 

,760,632 

22. 

,337,523 

_ 

8.052 

57.106.207 

TOTAL  PROGRAM  EXPEND  I TUR 

ES 

$650,287 

$47 

,953,175 

$2 

,422,552 

$2 

,274,270 

$42 

,227,804 

$3 

,112,920 

$5^ 

,301,897 

$10 

,289,996 

$701,478 

$^ 

113.934.379 

GENERAL  FUND 

Budgeted 

$609,831 

$ 

848,939 

927,710 

$ 

557,304 

$2 

,975,550 

$1 

,686,260 

$10 

,331,720 

$ 

17,937,314 

Actual 

515,055 

848,111 

914,093 

548,212 

2 

.969.279 

1 

,178,893 

10 

,112,248 

17,085.891 

Unspent  Budget  Authori 

ty 

$  94,776 

$ 

828 

*- 

13,617 

$_ 

9,092 

$_ 

6.271 

$_ 

507,367 

$ 

219,472 

$, 

851.423 

SPECIAL  REVENUE  FUND 

Budgeted 

$106,842 

$16 

,091,469 

87,755 

$1 

,623,152 

$ 

288,384 

$5 

,679,176 

$ 

177,748 

$710,449 

$ 

24,764,975 

Actual 

87,362 

5 

,119.524 

87,755 

1 

,456,710 

143.641 

4 

,123,004 

177,748 

701,478 

11.897.222 

Unspent  Budget  Authori 

ty 

$  19,480 

$10 

,971,945 

*- 

0 

$_ 

166,442 

$_ 

144,743 

$1 

,556,172 

$ 

0 

$  8,971 

$_ 

12,867,753 

ENTERPRISE  FUNDS 

Budgeted 

$  78,802 

$ 

420,704 

$ 

269,349 

$45 

,807,513 

$ 

46,576,363 

Actual 

47,870 

420.704 

269,348 

42 

,227.804 

42,965,726 

Unspent  Budget  Authori 

ty 

si 

$  30,932 

$_ 

0 

$_ 

1 

$  3 

.579,709 

$_ 

3.610.642 

NONEXPENDABLE  TRUST  FUND 

Budgeted 

$42, 

,116,000 

$ 

42,116,000 

Actual 

41 

,985.540 

41,985,540 

Unspent  Budget  Authori 

ty 

$ 

130,460 

$ 

130,460 

1  See  footnote  #1C. 
See  footnote  #9. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
on  pages  20  through  23. 


DEPARTMENT  OF  REVENUE 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AMD  FUND  -  BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1987 


Centralized    Data      Investigation 
Director's   Services    Processing       and 
Office     Division     Division     Enforcement 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Coirmunications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
From  Federal  Sources 
Total 

BENEFITS  &  CLAIMS 
From  State  Sources 
Total 

TRANSFERS 

Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


493,590 


25,215 


195 


195 


Liquor  Corporation  Property    Motor  Fuel 

Division  Income  Tax       Tax     Valuation      Tax 


Total 


5413,058  %     537,063  $  963,255 

40,772      6,686 

80,532     121,087    205.195 


698,922   1,175,136 


$1,371,183   $  2,251,974  $1,752,607   $  775,090   $6,563,677 
326,335      24,085  41,662 

295,031      642.299     383.510      160,430    1,509.497 


1.666.214 


3.220.608   2.160,202 


935,520    8,114.836 


$377,358  $15,005,265 

1,089  440,629 

86,231  3,483,812 

464,678  16,929,706 


104,097 

36,806 

77,249 

191,514 

1 

,193,779 

479,765 

105,826 

781,163 

120,061 

3,090,260 

18,837 

16,688 

19,640 

43,024 

74,222 

43,273 

22,284 

221,987 

5,702 

465,657 

13,871 

19,202 

15,374 

122,576 

126,284 

220,090 

30,301 

283,656 

37,551 

868,905 

7,183 

287 

32 

24,127 

15,850 

15,972 

143,667 

151,172 

9,803 

368,093 

14,622 

20,283 

26,620 

74,222 

737,943 
123,435 

59,147 

20,298 

84,208 
422 

64 

1,037,407 
123,857 

2,144 

4,620 

32,701 

21,936 

46,900 

7,772 

1,972 

68,907 

3,653 

190,605 

3,449 

409 

954 

6,226 

26 

2i 

17,855 

.659,103 
,995,376 

7,652 

2,939 

37,517 

564 

77,615 

26,659,108 

164,203 

93,295 

172.570 

433.625 

833.671 

327,337 

1,629,032 

177,393 

32,881,507 

25,215 

43,144 

105,897 

61,525 

10,477 

143,971 

33,107 

170,475 

11,260 

605,071 

390 

529 

45 

1.594 

500 

256 

3.314 

43.534 


2,436,905 

2,436,905 


106,426 


4,838,625' 

4,638,625 

$683.203   $8,116,281  $1,454,132 


61,570 


3,145,352' 

31,793 
3,177,145 


12.071 


144.471 


33,107 


4,395,125 


4,395,125 


14,157,791 


582.838 
532.836 


$5.388.554    $46,385,846  $3,138,344   $6.273,927   $9,914,599 


GENERAL  FUND 

Budgeted 

$570,070 

$  835 

,680 

$1 

,040 

,916 

$ 

581,375 

Actual 

552,882 

634 

,730 

1 

,032 

,314 

530,684 

Unspent  Budget  Authority 

$  17,158 

$ 

950 

$_ 

3 

^602 

$_ 

691 

SPECIAL  REVEUUE  FUND 

Suogeted 

i  o5,2o0 

$7,503 

,356 

$1. 

,732,443 

Actual 

84,729 

7,281 

,551 

4 

,523,657 

Unspent  Budget  Authority 

$    531 

$  221 

,305 

$_ 

208,591 

ENTERPRISE  FUNDS 

Budgeted 

$  45,592 

i 

421 

,816 

$ 

284,013 

Actual 

45,592 

421 

0,3 

234, 0'3 

Unspent  Budget  Authority 

$      0 

% 

0 

I 

0 

$2 

,958 

,339 

$1 

,740, 

,929 

$' 

,862 

,479 

2 

,953 

,907 

1 

,727 

,572 

9 

,830 

,453 

$ 

4 

,432 

$ 

13 

,357 

$ 

32 

,026 

190,479 
184,437 


$5,731,364 
4,546,355 


6,042       $i,235J09 


39,055 

84,146 

4   909 


$50,210,102 

46 , 385 , 846 

$  3   324,256 


11,260 


603,335 


9,977,382 

31,793 

10,009,175 

195 

195 

19.579.254 

19.579.254 

$653,336 

$82,008,222 

$17,589,788 

17,512,542 

$         77,246 


$654,798     $19,036,760 

653.336       17,353,411 

$     1.462     $   1,678,349 


$50,961,525 

47,137,269 

$  3.824,256 


See  footnote  #9. 


See  footnote  «1C. 


This  scnedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
on  pages  20  through  23. 
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MONTANA  DEPARTMENT  OF  REVENUE 

NOTES  TO  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the  basis 
of  funds  according  to  state  law.  The  following  fund  categories  are  used  by  the 
department: 

Governmental  Fund  Category 

— General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 

— Special  Revenue  -  accounts  for  the  specific  revenue  sources  that  are  legally 
restricted  to  expenditures  for  specified  purposes. 

— Debt  Service  -  accounts  for  the  accumulation  of  resources  for,  and  the 
payment  of,  general  long-term  debt  principal  and  interest. 

--Capital  Projects  -  accounts  for  the  financial  resources  to  be  used  for 
acquisition  or  construction  of  major  capital  facilities. 


Proprietary  Fund  Category 

--Enterprise  -  accounts  for  operations  that  are  financed  and  operated  in  a 
manner  similar  to  private  business  enterprises.  Activities  in  this  fund  include 
the  operation  of  the  liquor  distribution  system  in  the  state. 


Fiduciary  Fund  Category 

— Trust  and  Agency  -  accounts  for  assets  held  by  a  governmental  unit  in  a 
trustee  capacity  or  as  an  agent  for  individuals,  private  organizations,  other 
governmental  units  and/or  other  funds.  These  include  Expendable  Trust 
Funds  and  Nonexpendable  Trust  Funds.  Activities  in  this  fund  include  the 
Permanent  Coal  and  Resource  Indemnity  Trust  funds. 

B.  Basis  of  Accounting 

The  Department  of  Revenue  uses  the  modified  accrual  basis  of  accounting, 
which  is  described  in  the  Montana  Operations  Manual,  for  governmental  funds  and 
expendable  trust  funds. 
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Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists 
when  the  related  liability  is  incurred  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy. 

-  If  the  appropriation  provided  funds  to  complete  a  given  project,  the  entire 
amount  of  a  contract  may  be  accrued  even  though  the  services  are  rendered 
in  fiscal  years  subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued. 

-  The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal  year  in  which 
budgeted. 

-  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be  accrued 
if  the  purchase  order  was  issued  in  the  fiscal  year  in  which  the  anticipated 
expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  received  in  cash  unless  susceptible  to  accrual. 
Revenues  are  susceptible  to  accrual  if: 

1.  They  are  measurable  and  available  to  finance  expenditures  of  the 
fiscal  period;  or 

2.  Are  material  in  amount  and  are  not  received  at  the  normal  time  of 
receipt. 

The  Department  of  Revenue  uses  the  accrual  basis  of  accounting  for 
Proprietary  and  Nonexpendable  Trust  Funds.  Under  the  accrual  basis  of  accounting, 
revenues  are  recognized  in  the  accounting  period  in  which  they  are  earned  and 
become  measurable;  expenses  are  recognized  in  the  period  incurred  (if  measurable). 

C.  Change  in  Accounting  Policy 

During  fiscal  year  1986-87,  the  department  recorded  nonexpendable  trust 
fund  investment  earnings  from  the  coal  severance  tax  permanent  fund,  the  resource 
indemnity  trust  fund,  and  the  coal  cultural  and  aesthetic  trust  fund  directly  into 
expendable  trust  fund  income  accounts.  The  department  periodically  transferred  the 
earnings  out  of  the  expendable  trust  fund  to  the  funds  required  by  statute. 

Beginning  in  fiscal  year  1987-88,  a  new  state  accounting  policy  requires  the 
department  to  record  the  revenue  initially  in  the  fund  earning  the  revenue,  which  is 
the  nonexpendable  trust  fund.  The  department  periodically  transfers  the  earnings  out 
of  the  nonexpendable  trust  fund  to  the  funds  required  by  statute. 
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2.  INVENTORIES 

The  Liquor  Division  maintains  liquor  inventories  in  the  state  liquor  warehouse 
and  liquor  stores.  At  June  30,  1988,  the  department's  liquor  inventory  value  was 
$7,485,670. 

3.  COMPENSATORY  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Nonexempt  employees  accumulate  compensatory  leave.  Employees  are  paid  for 
100  percent  of  unused  annual,  25  percent  of  unused  sick  leave,  and  100  percent  of 
unused.  Fair  Labor  Standards  Act  leave  credits  upon  termination.  At  June  30,  1988, 
the  department  had  a  liability  of  $1,106,224  for  annual  leave,  $500,248  for  sick  leave, 
and  $25,906  for  Fair  Labor  Standards  Act  leave. 

4.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement  System 
(PERS).  The  department's  contributions  to  this  plan  were  $967,314  in  fiscal  year 
1986-87  and  $923,539  in  fiscal  year  1987-88. 

5.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  state  General 
Fund  as  long  as  they  stay  within  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  fund  balance  will  always  be  zero  for  the  General  Fund. 

6.  CASH  TRANSFERS 

Since  many  of  the  accounting  entities  that  the  department  makes  entries  in  are 
not  administered  by  the  department,  they  are  accounted  for  on  a  combining  basis 
with  any  balance  "transferred"  to  the  combined  entity  at  fiscal  year-end.  Thus,  the 
"transfer"  account  generally  represents  transfers  to  the  combined  entity  within  the 
Statewide  Budgeting  and  Accounting  System. 

7.  NEGATIVE  NONBUDGETED  REVENUE  AND  TRANSFERS  IN 

Each  fiscal  year  the  department  accrues  nonbudgeted  revenue  for  current 
accounts  receivable.  The  department  also  reduces  current  year  nonbudgeted  revenue 
for  collections  of  accounts  receivable  accrued  in  the  previous  fiscal  year.     The 
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negative  amounts  for  nonbudgeted  revenue  and  transfers  in  represent  decreases  in 
accounts  receivable  balances  since  the  previous  fiscal  year. 

8.  LOCAL  ASSISTANCE 

The  $3,145,352  reported  for  fiscal  year  1986-87  local  assistance  expenditures 
in  the  Investigations  and  Enforcement  Program  relate  to  the  video  draw  poker  and 
keno  machine  net  income  tax.  In  fiscal  year  1986-87,  section  23-5-610,  MCA, 
required  the  department  to  distribute  one-third  of  the  tax  to  the  General  Fund  and 
two-thirds  of  the  tax  to  the  local  government  in  which  the  video  draw  poker  and 
keno  machines  are  located.  The  local  assistance  expenditures  represent  the  two- 
thirds  portion  of  the  video  draw  poker  and  keno  machine  income  tax  distributed  to 
local  governments.  Effective  in  fiscal  year  1987-88,  the  video  poker  and  keno 
machine  program  was  transferred  to  the  Department  of  Commerce. 
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AGENCY  RESPONSE 


State  of  Montana 

Stan  Stephens,  Governor 


Department  of  Revenue 

Ken  Nordtvedl,  Director 


<5^w5^ 


Room  455,  Sam  W.  Mitchell  RuiUiint; 
Helena,  Montana   59G20 


February  27,  1989 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 


RECEIVED 

PEB27  1989 
f."cnf2:3  is2isl:ti,D  /ludjtof 


Dear  Scott: 


Enclosed  is  our  response  to  the  Department  of  Revenue  Financial-Compliance 
Audit  for  the  two  fiscal  years  ended  June  30,  1988. 

1    want   to   thank   you   and   your  stafT  for  their   professionalism,   courtesy   and 
cooperation  while  working  with  department  staff  during  the  past  several  months. 


Sin/Mrely, 


/LaMJ 


Ken  Nortdvedt 
Director 
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Diieclol  ■  (406)  444-2UiO 


U 


AlliilLS     (406)  444-2852 


Peisonnel/Tiainin^  -  (4001  444-2866 


"An  Equal  Opportunity  Employer" 


Recommendation  #1 

We  recommend  the  department: 

a.  Deposit  coal  severance  tax  income  and  earnings  into  the  coal  severance  tax  permanent 
fund  in  accordance  with  state  law. 

b.  Return  the  coal  tax  investment  earnings  to  the  coal  tax  permanent  trust  fund. 
Agency  Response 

a.  Concur. 

Our  intention  has  always  been  to  follow  state  law.  However,  if  state  law  is  not  clear  we 
follow  the  best  available  interpretation  until  such  time  as  a  different  authoritative 
interpretation  is  provided. 

b.  Conditionally  Concur. 

We  will  request  another  Attorney  General  opinion.  If  the  opinion  is  the  same  rendered  on 
September  15,  1989,  we  will  transfer  funds  previously  set  aside  in  the  expendable  trust  fund 
back  to  the  non-expendable  trust  fund. 

Recommendation  #2 

We  recommend  the  department  recover  indirect  costs  to  the  fullest  extent  possible  in  accordance 
with  state  law. 

Agencv  Response 

Concur. 

We  were  not  aware  of  the  certain  audit  costs  and  their  allowable  inclusion  in  the  calculation 
of  indirect  costs.  Prospectively  the  department  will  include  all  audit  costs  and  other  allowable 
indirect  costs  in  the  calculation  of  an  indirect  cost  recovery  rate  for  the  fiscal  year  1990.  As 
a  result,  the  costs  not  originally  claimed  will  be  retrospectively  recouped. 

Recommendation  #3 

We  recommend  the  department  refund  corporate  taxes  in  accordance  with  state  law. 

Agencv  Response 

Concur. 

Procedures  have  been  installed  to  ensure  that  all  errors  resulting  in  overpayment  of  tax  are 
promptly  refunded  with  applicable  interest.  We  believe  there  was  a  misunderstanding  regarding 
our  past  practice.  It  was  not  our  policy  to  withhold  a  refund  of  overpayment  in  every  case. 
If  the  situation  involved  judgement  on  the  part  of  the  taxpayer  or  his  tax  practitioner  which 
could  produce  differing  results,  we  did  not  reconstruct  Montana  Corporate  License  Tax  returns 
to  generate  refunds.  However,  in  cases  where  there  was  a  clear  error  such  as  an  error  in 
calculating  the  tax,  a  refund  was  issued.  It  appears  this  policy  was  not  followed  in  all  cases. 
New  procedures  will  be  strictly  adhered  to  in  the  future. 
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Recommendation  #4 

We  recommend  the  department: 

a.  Require  common  carriers  to  report  to  the  department  all  shipments  of  cigarettes  and  beer 
to  points  within  the  state  in  accordance  with  state  law;  or 

b.  Seek  legislation  to  repeal  state  law  requiring  common  carrier  reports. 
Agency  Response 

a.  Concur. 

Common  carrier  reports  are  not  essential  due  to  the  receipt  of  brewer  or  manufacturer  repoits 
of  shipments  to  wholesalers  and  the  wholesaler  reports.  They  do  provide  a  means  of 
independent  verification  of  reported  data  but  the  workload  is  low  priority  and  during  periods 
of  declining  resources  the  audit  is  not  being  performed. 

b.  Concur 

We  agree  that  legislation  is  necessary  to  make  work  practices  consistent  with  the  law. 
However,  due  to  a  prioritizing  process  for  introducing  department  legislation  we  cannot 
guarantee  that  this  legislation  will  be  introduced.  If  legislation  is  introduced,  we  would 
support  its  passage. 

Recommendation  #5 

We  recommend  the  department  revise  and  update  airline  and  railroad  liquor  excise  tax  reporting 
forms  to  ensure  tax  computations  are  in  accordance  with  state  law. 

Agency  Response 

Do  Not  Concur. 

The  department  will  seek  to  have  this  tax  eliminated  as  a  nuisance  tax.  Legislation  is 
currently  under  consideration  (HB163)  to  eliminate  other  such  taxes.  We  will  request  the 
sponsor  to  amend  the  bill  to  remove  this  tax  from  statute. 

Recommendation  #6 

We  recommend  the  department  apply  the  5  percent  discount  for  sales  of  unbroken  case  lots  to  the 
retail  price  of  liquor  sold  in  accordance  with  state  law. 

Agency  Response 

Do  Not  Concur. 

This  issue  was  first  i  aised  shortly  after  the  law  passed  in  1975.  The  department  decision  was 
to  go  with  legislative  intent  rather  than  with  a  belatedly  discovered  technical  interpretation  of 
the  law.    We  recommend  continued  support  for  this  position  based  on  the  following: 

1.  The  language  in  the  law  does  not  give  clear  direction  about  calculating  the 
discount.  The  law  (Section  16-2-201,  MCA)  uses  the  term  "retail  price"  as  the  basis 
for  the  5%  reduction.  This  term  is  not  defined  anywhere  in  the  Alcoholic  Beverage 
Code.     Although  the  undefined  term  is  used  in  the  definition  of  "posted  price" 
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(Section  16-1-106(14),  MCA),  its  application  there  is  contrary  to  the  common  sense 
use  of  the  t«rm.  Furthermore,  there  is  nothing  to  indicate  that  the  legislative 
committees  would  have  considered  a  use  of  the  term  other  than  that  suggested  by 
common  sense  because  the  definition  of  "posted  price"  and  its  reference  to  "retail 
price"  was  not  listed  in  the  definitions  section  when  this  law  was  considered,  but 
was  obscurely  located,  at  that  time,  as  the  last  sentence  in  another  section  of  law 
(what  is  now  Section  16-2-203,  MCA). 

2.  The  case  lot  purchase  discount  law  was  enacted  in  1975.  Legislative  committee 
minutes  for  that  session  show  that  the  law  was  intended  to  be  a  5%  discount  on  the 
regular  price  paid  by  customers  who  purchase  less  than  a  full  case  of  a  product, 
since  the  discount  was  limited  to  unbroken  case  purchases.  While  the  language  in 
the  law  uses  the  phrase  "5%  reduction  of  the  retail  price",  the  committee  minutes 
show  that  the  discussion  did  not  raise  any  unusual  interpretation  for  the  term 
"retail  price",  but  dealt  entirely  with  the  taverns'  need  for  a  discount  and  its 
limitation  to  unbioken  case  purchases. 


Recommendation  #7 

We  recommend  the  department  assess  oil  severance  tax  and  related  penalty  and  interest  on  a  timely 
basis. 

Agency  Response 

Concur. 

We  have  always  attempted  to  assess  oil  severance  tax  penalties  and  interest  as  quickly  as 
possible.  However,  lack  of  automation  has  hampered  this  process.  We  recently  implemented  a 
new  computer  system  which  will  provide  the  capability  to  comply  with  this  recommendation. 

Recommendation  #8 

We  recommend  the  department: 

a.  Establish  procedures  to  ensure  account  receivable  balances  are  properly  stated;  and 

b.  Automate  accounts  receivable  processing 

Agency  Response 

A.      Concur. 

Procedures  to  ensuie  accounts  receivable  balances  are  properly  stated  have  been 
implemented.  A  full  time  position  responsible  for  posting  accounts  receivable  payments 
directly  to  our  accounts  receivable  system  has  been  transferred  to  our  cashiering  section. 
This  position  will  update  the  accounts  receivable  system  for  payments  as  they  are 
received  and  recorded  in  cashiering.  This  will  ensure  that  accounts  receivable  balances 
are  kept  current  for  payments  received.  Income  tax  receivables  will  be  separately 
identified  in  the  system  by  tax  years  which  will  enable  us  at  year  end  to  distribute  the 
receivables  in  proper  proportions  for  each  fund  according  to  the  percentages  applicable 
to  each  particulai"  tax  year.  Inheritance  tax  receivables  will  be  updated  for  accrued 
interest.  We  will  review  inheritance  tax  and  income/withholding  tax  receivable  balances 
at  fiscal  year-end  1989.    As  deemed  appropriate  and  necessary,  we  will  make  journal 
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voucher  entries  tx)  update  the  receivable  balances. 

B.      Concur. 

The  major  tax  types  within  the  department  are  automated  with  the  exception  of  Motor 
Fuels  and  Inheritance  Tax  which  together  consist  of  less  than  10%  of  the  total 
department's  receivables.  As  of  January  1989,  the  department  implemented  its  new 
automated  accounts  receivables  system  which  can  accommodate  all  tax  types. 
Withholding,  Accommodations,  and  Dangerous  Drugs  Taxes  are  completely  operational 
under  the  new  system  and  Income  Tax  will  be  operational  in  February.  Together  these 
taxes  comprise  over  90%  of  the  department's  total  receivables.  All  other  tax  types  with 
the  exception  of  Motor  Fuels  and  Inheritance  Tax  are  scheduled  to  go  on  the  new  system 
April  1.  Motor  Fuels  is  anticipated  to  be  operational  by  October  1.  Inheritance  Tax  will 
be  the  last  system  to  be  added  because  of  its  unique  requirements. 

Recommendation  #9 

We  recommend  the  department  revise  and  enforce  its  procedures  for  monitoring  the  timeliness  of 
liquor  store  deposits. 

Agency  Response 

Concur. 

Procedures  have  been  implemented  tt)  monitor  deposit  receipts  on  a  monthly  basis.  District 
Supervisors  have  been  and  will  continue  to  follow  up  with  appropriate  disciplinary  action  to 
assure  compliance.  The  department  recognizes  the  impracticality  in  requiring  daily  deposits 
from  store  agents  in  towns  with  limited  or  no  banking  facilities.  An  amendment  to  the  Stores 
Procedures  Manual  is  currently  in  the  drafting  stage  to  accommodate  those  agency  stores. 
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